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. INTRODUCTION

Salt Lake Community Action Program, Crossroads bi@anter and Utah Legislative
Watch, collectively known as Utah Ratepayers Alteaithereinafter URA), support the revenue
position taken by the Committee of Consumer Sesvi@®mmittee), based primarily on the
testimony of witness Falkenberg. URA argues thatRublic Service Commission
(Commission) should adopt the final Committee posjta Utah adjustment to PacifiCorp’s
(Company) proposed net power cost of -$129, 03@, @&5&ulting in a decrease in the revenue
requirement for Utah ratepayers.

In addition, URA urges the Commission to strongiywa ahead with Demand Side
Management (DSM) measures by ordering PacifiCogreéatly expand the DSM proposal it
made in the middle of this proceeding and includaynf not all of the measures proposed by
witness Nichols. We urge the Commission to resthedfinancing issues in a later portion of

this case or in a future hearing.



Finally, URA urges the Commission to order the Campto better integrate its
Integrated Resource Planning (IRP), its ResourdeMarket Planning Program (RAMPP)
documentation and meetings, and its ongoing sal@garchases of off-system power to more

fully include DSM measures in long-term Companynpiag.

. THISCOMMISSION SHOULD ADOPT THE ADJUSTMENTSTO NET
POWER COSTSPROPOSED BY COMMITTEE/DIVISION OF PUBLIC
UTILITIESWITNESS FALKENBERG

Witness Falkenberg, appearing on behalf of thediowi of Public Utilities (Division or
DPU) and the Committee, proposed six adjustmentise Company’s proposed net power
costs. The total of all these adjustments, as shmwbPU Exhibit 9.9, is $129, 034, 370. URA
supports each of these adjustments and this tgtakt

Mr. Falkenberg detailed these adjustments in hisl ERhibit 9-SR and each of these
points is worth reviewing here. Perhaps the magtiicant in terms of dollars are the
adjustments for actual versus normalized short fgymer costs, the “losses” on short term firm
(STF) sales, and the use of a six year ratherdrfanr year availability model.

He based his use of the actual figures on threstgiaonsistency with past cases,
particularly this Commission’s order in Case. N®-085-010; compliance with the
annualization regulations of this Commission (R486G-3) and the elimination of “hypothetical
losses.” (Tr.1117-18). The primary reasoning bel@ach of these adjustments, as well as the
other less “expensive” ones, is that they are ymtal expenses and thus are not properly

included in rates for the future. Witness Falkeglepeated, in one form or another, that “The

basis for this is not prudence but whether it'saurring cost.” (Tr. 1140) (forward buying of



expensive power). The analysis is similar for theses on short term firm transactions.
Falkenberg argues convincingly that losses duaéxpected changes in market prices, such as
those which took place during the test year, atdikely to repeat in future years, and thus a
forward-looking analysis should exclude them froongideration. And, in addition, since the
record shows that the average cost of purchaseeé&d the average revenue for sales,
Falkenberg’s methodology of using purchase prices#tes prices, eliminating the losses, makes
good sense.

This was also the position of this Commission is€nlo. 99-035-01 where STF losses
were considered abnormal and excluded from rate, hssng an average of transactions each
month. (Tr. 1144).

Falkenberg gives other examples where PacifiCospriduded unusual and uncommon
experiences in the test year and now asks this Gssion to include them in a test year which
could be the basis for rates for years to comeit's.unreasonable, | think, to assume from a
ratemaking perspective that the Company is alwaysggo have that kind of bad luck.... But we
shouldn't build into rates a permanent adjustmengflect this kind of a problem that occurred
in a specific test year.” (Tr. 1121)(market losses)

The same applies to the choice to use a six ydagewaverage, not the four year model
suggested by the Company. Unusually high outags raticluding Cholla (and more recently,
but thankfully outside the test year, Hunter) hapiked the Company averages for outage times.
The six year average is a fairer number which nagoairately reflects long term Company
trends, rather than freezing numbers based onuad Ih addition, the long outage time for

Cholla should not be included in computing averagglability factors. This adjustment is



particularly important because it represents arraditive that was not tried in the Hunter case,
where the Company directly asked for deferred aatiog and this Commission established a
separate docket, to be examined later.

The issue of normal or abnormal outages is padrbuimportant in a case like the
present, where it appears to Witness Falkenbetd thaeality, a significant portion of the
increase [sought] is due to an increase in geneoatages.” (DPU Exhibit 9 at 6).

Finally, among the other adjustments, is the propethod of accounting for the
Company’s unwise and untimely sale of some of darieville Power Authority (BPA) power
rights. Falkenberg recommends, and URA agreesttibaturrent Southern California Edison
contract price should be imputed, not the belowkeiaactual sales price of the contract. This is

consistent with the order in Case No. 99-035-10.

1.  THISCOMMISSION SHOULD REVIEW AND REVISE THE RAMPP/IRP
PROCESS TO REQUIRE PACIFICORP TO MORE FULLY INTEGRATE
THISPLANNING PROCESSINTO THEIR BUSINESS PLAN AND
OPERATIONAL PROCEDURES

PacifiCorp CEO Johansen testified that: “The priyrfacus for PacifiCorp, the Company

that | am CEO of, is to protect the retail custosrend provide low-cost, reliable service. And
to do so in a way that meets the needs of theomest and also provides a fair return to the
investors.” (Tr. 72). She and other Company witasssxplained that, despite the appearance of
spinning off a subsidiary, Pacific Power Market{il°M), to generate power that was needed to

meet retail customer demand, the focus of the Cagnghe regulated Company was still to

serve retail customers. Unfortunately the evidemceh came out in this hearing shows that



what planning was undertaken was done more to damthe wholesale market in the western
United States and less to serve the retail cuswriénile the structure is in place to review this
planning, it is not being done in an effective wahis then undercuts the Company’s ability to
serve its retail customers and results in rateschise the present one, where ratepayers are being
asked to cover the costs of bad planning by the gaom

URA urges the Commission not to reward PacifiCanptlhis failure in planning, to
require the Company to better plan for its retagtomers, to revitalize the RAMPP process and
to emphasize the importance of this undertaking.

Several witnesses demonstrated the shift in syditgghe Company between RAMPP-4
and RAMPP-5, where the Company became much moadvied in large long term wholesale
purchases and sales. The simplest representattbrsgfattern, and the clearest showing of how
retail customers were affected was in testimonyexdbits of DPU Witness Compton. His
DPU Exhibit 13.1 SR shows the “native load” complai@ PacifiCorp capacity over several
years. His conclusion:

And my point and Ms. Wilson's is that what cautesin to get into this problem is not

bad trades in the short-term market, but thetfedt they had overcommitted in the long

market and had to meet the long-term needs with high prices on the short-term
market.
(Tr. 1209). This is the essence of Witness Wilsdestimony as well: bad planning and an
overcommitment to non-retail loads has caused wofdsie need for this rate increase. This
Commission need not sanction this bad planning ImpWwailing out the Company for its

speculative activities.

And this is true even if there was some benefictmisumers in other years. Whether the



benefit to ratepayers was the $1.3 billion thati&ises Watters and Johansen testified to (Tr.
138; 59) or the smaller amount Witness Wilson fo(ifid1221), it is no longer a revenue credit
for retail customers at all. In fact, Witness Wilstermed it a “revenue debit.” (Tr.1222). The
issue in this case is whether ratepayers shouldhaapill. If the Commission finds that bad
planning and overcommitment to low-cost wholesale sontracts caused the high-price
purchases that are driving this rate increase stgne increase should be granted.

This again requires us to look at the Company'smlag effort. Despite some positive-
sounding rhetoric from CEO Johansen about intednasource planning and expansion of
demand side management (Tr. 48), her testimony dstraded that much of the planning for
new plant is actually being done by the unregul&@Bi entity which may or may not even sell
to PacifiCorp. This does not seem like planningnatect retail customers from increased rates
or costs. Rather it seems like a business strategigned to appeal to investors and bond-rating
companies. (Tr. 122). Perhaps the critical quastidhe one asked by Commissioner Campbell:

...if the Company did pursue a strategy of plaghmwholesale market, does that

mean that ratepayers -- retail ratepayers needuver all the risk you're seeing

in the wholesale market because we received thigrbdollar benefit, even

though -- even though it wasn't necessarily requioe retail load? (Tr.121).
Testimony from nearly all of the non-Company witses concluded that this market playing did
occur and it is the primary reason for this rateec#nother way to state this is that the Company
clearly did not properly plan for its retail custemoad. It failed to timely adopt appropriate
DSM measures, which will be discussed more fullpWeand it failed to properly develop a

valid long-range planning process to provide leastenergy service to its regulated customers.

While much of the discussion in this case has feduws RAMPP-4, RAMPP-5 was not



acknowledged by this Commission for a variety @fsans which really set the stage for this rate
case and offered a preview of what did come to.gagke Commission Order filed in 1999 in
Case No. 97-2035-06, the Commission ordered thep@aoynto make a number of changes in its
resource planning. While RAMPP-6 was just filed late to be considered in this case, the
problems identified two years ago are graphicdlilgirated in this case.

First, this Commission in addressing RAMPP-5, cedehe Company to show that there
was consistency between the strategic businessaptathe IRP Action. The testimony and
exhibits in this case show that the overall busn#an for the Company involves even more
plant development and wholesale sales. Some ofrthisbe done either by the regulated
Company or the newly separate PPM which is begghamaggressive building plan. But the
testimony does not clearly explain how, with thessndevelopment, the overall business plan
fits with any resource planning. Mr. Widmer suggesthat even though the business plan and
the IRP are still developed by entirely differendgps of people, that they are compatible.(Tr.
430-31). Yet the submissions to the regulatorsthagubmissions to the investors show a very
different emphasis: using the market to enhanctabpdity is not synonymous with “insulating”
retail customers from the market. This case is talhsking the Commission and the Utah
ratepayers to be the insulation for the stockhaslébeicause of the cost of the worst contracts.

The planning failure here is also apparent in tbenfission’s RAMPP-5 Order in Case
No. 97-2035-06 where the Commission found thage“dHificial separation of the unregulated
wholesale market from the regulated retail market fepercussions for planning” and called for
an end to planning load to meet wholesale contratiis case is rife with testimony that those

planning decisions were made to meet wholesalgacist(the business plan) and not to mitigate



risks for and meet the demand of the retail custsr(the resource plan).

No discussion of planning to meet demand woulddreptete without mention of the
Centralia plant sale. Here the Company chose L@ s#ant with substantial capacity in order to
avoid cleanup costs, then negotiated to buy baahmobfithe power generated to meet load
forecasts at a relatively high price as then rédi@an the market. The Company has urged that
since the Commission’s order in that case, Cas@®B8@035-03, assigned the gain from the sale
95% to ratepayers, that now 95% of the higher poster the Company has been forced to buy
should be charged to ratepayers. Rather, this Cesiom should determine how these expenses
should be distributed now. This is not second-gungshie Company in a belated prudence
review of the Commission’s approval of the salés i recognition that the Commission dealt
only with the gain on the sale of the plant and@walésed future risks without issuing an order
specifically dealing with the cost consequencethaf sale. The costs in this case are a result of
the Company selling the plant, giving up rightstmne inexpensive BPA power, and other
Company decisions. All of these actions tied i business plan of meeting wholesale
demands with wholesale contracts rather than coatitdig the business plan with integrated
resource planning.

The Centralia sale involved business decisionst, th apply to the Commission for
approval, then to consummate the sale after approlia timing of the sale, the decision to buy
power from TransAltus, the price of that power, &ioav to replace it all were Company
decisions. There clearly has been some cost agsth¢krerewith, but this Commission has not
decided how to assess that cost and to whom.drh#aring, the need for power to replace

Centralia has been rolled in to the need to buygsdw cover the Hunter outage, the low water



year, and all of the other causes of a need tdhpgecpower. Better planning and an integration
of the business plan with the IRP might have chdradleof this. RAMPP and the business plan
should both clearly articulate how retail customeilsbe isolated from the need to purchase

high-cost power in the market to meet long-ternolekale contracts. As yet that has not been

done and there is no reason for ratepayers to howlder this burden.

V. THE COMMISSION SHOULD ACTIVELY AND AGGRESSIVELY
REQUIRE THE COMPANY TO EXPAND ITSDSM OFFERINGS AND
RESOLVE THE ACCOUNTING QUESTIONS FOR SUCH PROGRAMS
As will be seen more in the later phase of thigihgaURA strongly urges the
Commission to prod the Company to do more DSM. Theonsistent with this Commission’s
recent Order in Case No. 01-035-T09, whereby feww BDSM tariffs were approved, subject to
cost recovery being addressed in an appropriagenedring. These proposals are a good start,
but as testified by Utah Energy Office (UEO) Wita@$ichols, woefully short of the DSM
potential for Utah. This Commission seemed to ingagne of this same perspective when, in
that case, it urged “ the parties to continue v@gtigate additional cost-effective DSM programs
and bring them to the Commission for approval asmsas reasonable.” The reality is that only
the Company can really bring these programs bef@m&€ommission and the Company has
lagged badly.
Witness Nichols’ testimony and the Tellus RepoEQJEXxhibit 2.2 , lay out a

smorgasbord of DSM choices for various classegwice. The Company in its recent filing has

undertaken a few of those. But serious DSM planaimg) programs, and their introduction long



before the summer heat, would have had large sftectesource planning and diminished the
need to purchase expensive power.

Witness Nichols’ direct testimony, UEO Exhibit Zrdonstrates that many of these
additional programs, including appliance recycliregidential and commercial load control,
efficient cooling, Combined Heat and Power (CHRJ athers can be cost-efficient and meet the
most stringent standards used by the Commissioevi@uating such programs, such as the Rate
Impact Measure (RIM) test. The Commission neegsigh the Company to undertake many
more of these programs which provide a least cagttey meet the energy requirements of
customers. URA urges the Commission to order t@gany to undertake and submit studies
of the proposals recommended by Witness Nicholssabdhit those results to the Energy
Efficiency Advisory Group. Those that provide ceffective resources should be adopted
quickly upon proposal and comment.

And the Commission should clarify how it preferdreat these expenses in rate cases.
Whether that is done in the spread of the ratesgmoof this case, in a separate docket, as d tarif
rider, or in some other manner is not critical. WWmany of the parties spent much of their time
focused on the rate impacts of these proposals, agosed that they were a cost-effective way to
avoid additional market purchases of expensive poWe Commission must order prompt
submission of these additional DSM measures scetlatiation and authorization can be
accomplished in a timely manner to meet next surisnpelak demand, thus avoiding the need to

resort to another round of high-cost market purebas

CONCLUSION
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This Commission should deny the Company a rateeass for its net power costs
because of its corporate decisions which havetesbul a free-market business plan that utterly
failed to protect or insulate Utah retail custonfeosn high prices in that market. The
Company’s lack of appropriate planning and failiréntegrate its business plan and its resource
plans as well as its limited DSM proposals havettes Company with expensive wholesale
contracts to meet. That should not be the expehtte satepayers. Nor should the lack of
serious DSM proposals. The Commission should digeCompany to evaluate and submit
cost-effective DSM measures as proposed in thei§ edlport as soon as possible and determine

how they should be accounted for either later ism ¢thse or in a future proceeding.

Respectfully submitted this 2tay of August, 2001.
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